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1. Congluszions, Chile is in the thwoes of a political orisis,

brought on by the E’baﬁéz administrationts dotermination to deal with the
country®s chronie inflationary problen through the imposition of a
strbilization programe, This pregram anpears to have caused severe
economic sscrifices in the lower and middie classes. Fetween 28 March
end 3 April, there oceurved in Chile's 4wo leading cilles popular riets
protesting en inevease In transit farce, The awmy wes called out to
restore order snd In the process 167 Chilesns were killed. Although
the poverrnment ims ronewsd bus service ab the old faveg, potentially

explosive social and politicsl tensions romaine

2o A% 1ssus ig the govermentts anti-inflatlon program, the key
question beings whe is going to pay for 137 Rightist pelitical forces
in control of the Senate with tahsm President fbones la appavently
identified on the stebilization i8sue - have so far been reluctant to

accepl a proporivionate share of the sacrifice invoived in the program,

# The gubstance of thls memorendum has been discussed inforrally with 0L,
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including & more equitable tax structure, The center and leftist
parties controlling the lower house have teken the line that the
vorkers? amnsterity burden should be reduced at the expense of the
right. Since the two houses will probably have difficulty in agreeing
when the nsw Congress debates the program next month, the Administration
will be faced with these three alternativess |
2. It can attempt to impose the program upon the Chilesa
population by force,
be It can reduce the severity of the auvaterity measures by a
moderate enforcement of the program,
o It can sbandon the program completely and retumm +o virtual

ronaniey wnflation,

{n1 balanse, we believe that alternetive (b) will be the one which
Ihanes will follew, Howsver, if Ibanez shouwld follow either alternstive
{a) or (o), we believe that he would “ave no better thzn an even chancs
of surviving the remaining 18 months of his term. Adoption of the
sacond alternstive will not solve Chile's economie difficulties, and a

pariod of economic and political unrest appears Jikely,

3. Hackepound, Chile’s severe inflation was the principsal issue
in the 1952 presidential election, won by elderly Carlos Ibanes del
Campos Degpite his repeated efforts st economic reform, inflation
becanme runewsye. The peso, 132 to one dollar at the time of ITbanez?
inaupuration, was 7h3 to the dollar by mid-19%5,
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o A comprehensive economic stabilization program was thein
iritiated in Jammry 1954 on the advice of an American investment
firm, and 1% wes been moderately successful, laregely because of
support from the concervative parties and the velatively high price of
copper. The cost=ofxliving rise last ycar was held down %o 37% as
compared with over 80% in 1955, Nevertheless, the resl income of workers
15 ateadily deelining, and the program hes placed the heaviest burden
on the middle and lowey classes. In penersl, the wage-price stabilization
law has not tean strictly enforced, but it has been falrly effectively
enforced in relation %o wages., Recend price incrcapes, previously
delayed to give an appearance of price gtability before the 3 March
congressionsl clgctions, have be n particularly unpopular, Moreover,
world eoppey pﬁceé have declined”, and this ie threatening a budgetary
defieit and creating a serious drain on foreign exchange rvserves,

alreedy at a lovw level,

5, in the glestions, the partics sunnerting the government?s
cconorie program retsined a majoriiy in the Senate, but those opposing
the progrsm obbtained a slight edge in the Chavber of Deputies. 7The
distribution of vobes among the parties suggests thisthere was a congiderable

protest vote baged upon economic discontents The Agrarian Laborite Partys

TR

# The pries of coppur, which averaged 50 cents per pound in the first
quarter of 1956, had falled to 30 cents by Maweh 1957
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the group wost oloaely identified with the government, lost about halfl
its strength. The relatively modevate parties, the middle class
Hpdical Perty and vhe 1ibera). Catholie National Falange, collected the
protest vote, However, some satisfaction with the goemmen’s progran

weg evident in less substantial gaing for the conservadive partiese

6o FProbeble Developments, Ibanes probably still hopes to malke the

2tebilization program &n accowmpdishnent of hia a&ﬂﬁnimmom I% is
1kely, houever, thet irplementstion will be slowed by inereased
volitical tensions bullding up o the 1998 presidentisl e¢lestions, the
evident. popular resistence to continued wegirietive messur: s o and the
decline in the price of copper, Dospite his authoritarvian bent,
Tbanez has governed for four vears by constitutionsd methods snd he
probebly will try to do so in the fulupre. Factors influeneing hin
‘reiude a popular attachment to constitvtionsl govertment and the
preferenee of the army for an gpolitical role, Howeover, 1f infladien
gets oub of hand and pepular ciscontent with stabiiization efforta
increasas, Ibanez nisht ss 2 last roeors atienpt antheritarian rala.
Even in such & case populsr resistance might be so great as te prevent

any effective stabilization,

To Conseqantly, some compromiges sve iikely te be made on
atabilization objectives » and outside aid mzy be required. Some
amalioration of the present econowmie diffieuliles appears pogsible

hefore the send of Ihenez? tewm. Hawevezﬂé if conper prices remain at

pES ,i,i &
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their present low level or if they decline further, it is certain that

there will be no arly solution of Chile's economic problens.

8o Despite their involvement in the recent riote, the Cormmnipts
do not now pose a seérious chellenge to the govarmient. The governmentis
derunclation of their part in the recent disorders™ probably has caused
them to ‘ose some prestige, and this astion may be a prelude to
giricter control of Communists, along with other oppesitionists, However,
if economic difficulties should mount and if %he government should fail
to take vigorous enti-Communist measures » the Cormunists could effectively

exploit any new outbreaks similar to those of recent weeks,

25X1A%9a

% Although the yecent trouble was started by the predominantly none
Communigt Federation of Chilean Students s Sxtremist elements
Including Communists were very active participants in the disorders,
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